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9. Marketing Grain Using a Storage Hedge

Orlen Grunewald <ogrunewa@agecon.ksu.edu>
Orlen Grunewald is a professor in the Department of Agricultural Economics
at Kansas State University. He teaches undergraduate courses in food and
agribusiness management and in commaodity futures and options markets.
He teaches a graduate course on computer decision tools in agribusiness in
the Masters of Agribusiness program. His current research focuses on
evaluating farm efficiency of Kansas farms to determine factors which
influence efficiency in grain, cattle and dairy enterprises.

Abstract/Summary
Most farmers use on-farm grain storage as a convenience. If you have your
own bins, you can get the crop out of the field quicker at harvest. You can
take your grain to the elevator later when it isn’t so busy, and you can easily
use storage to defer income to the next year. Grain storage bins are not a
positive marketing alternative in themselves. A storage hedge is a short
hedge placed following harvest with grain being stored on the farm. The
farmer is simultaneously long cash grain (grain in storage) hedged with a
short futures position. By placing this hedge the farmer is attempting to take
advantage of a strengthening basis where the appreciation of the basis is
the return to storage.
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Carrying Costs

aving Charge Market

1999

October 26,

Sep. $2.31
What determines price differences
between delivery months (e.g.
December vs. March corn)? Is it July $2.25
expectations?

May $2.19

March $2.13 These price differences reflect markt_et
determined storage costs (aka carrying
charges). Large carrying charges, where
Dec. $2.02 deferred contracts trade at a premium to
nearby contracts, are common when free
supplies are large.

Inverted Market

Feb 13, 2004
March $8.29 An inverted market represents the

opposite of a carrying charge market
—\M — deferred contracts trade at a

discount to nearby contracts.

Aug $7.82

This occurs when when supplies are
small - a scarcity of stocks. The Sept $7.25
market says "we will pay a premium
if you deliver now!".

Nov $6.53




Corn seasonal index for Central Kansas
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This chart shows the strongest (red line) and weakest (blue line) the national average corn basis (DTN National Corn
Index - Chicago futures contract) has been over the last five marketing years along with the five year average basis
{purple ling), The national average basis (green ling) was steady for the week yet pulled even with the 5-year minimum
basis (blue line) while the futures market improved 7 cents. USDA cut carryout for 2010-11 by 61 million bushels on
ideas that losses in world wheat production will result in stronger demand for comn.

- Bob Bailey, DTN Basis Analyst
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oKn Storage Example

BRI Compute Carrying Charge

Per Month For 6 Months

Opportunity Cost 4%/12=0.0033% x $3.68 =$0.012 0.012 x 6 = $0.07
+ On Farm Storage Cost $0.01 $0.01 x 6 = $0.06

= Total Carrying Cost $0.13
(11/1 to 5/1)

32 Compute Expected Net
Sale Price

dem ______________________[spu__________

May 2011 Corn Futures Price Today $4.48
Expected Hanover Basis at Delivery on 5/1/2011 - $0.25
Brokerage Commission - %0.01
Expected Net Sale Price on 5/1/2011 = $4.22




50 Calculate Expected Net
i to Storage of Corn

Expected Net Sale Price on 5/1/2011
Cash Price on 11/1/2010
Total Carrying Charge (11/1 to 5/1)
Expected Net Return to Storage

BioraagéHedge Results if Prices

[CashCora [ Compures Joms

Date: Today

Place 5000 bu. corn in storage
at harvest with an expected

cash price =
Date: 5/1/2011

$3.68

Sell Cash Corn out of storage

at cash price =

Loss on cash price =

Results on 5/1/2011:
Cash price received
Gain on futures
Futures commission
Net sale price
Carrying charge

Net Price

$3.50

-$0.18

$3.50
+$0.73
-50.01
$4.22

-$0.13
$4.09

Establish Futures Position
Sell 1 May 2011 Corn
Futures Contract = $4.48

-$0.80 = $3.68 - $4.48
11/1/2010 basis for
May 2011 Corn
Contract

Offset Futures Position
Buy 1 May 2011 Corn
Futures Contract = $3.75

Gain on futures = +$0.73

-$0.25 = $3.50 - $3.75
5/1/2011 basis for
May 2011 Corn
Contract

+$0.55 gain on basis
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Hedge Results if Prices Rise

[CashCora [ Gommmemms ]

Date: Today

Place 5000 bu. corn in storage
at harvest with an expected

cash price =
Date: 5/1/2011

$3.68

Sell Cash Corn out of storage

at cash price =

Cash price received
Loss on futures
Futures commission
Net sale price
Carrying charge
Net Price

Gain on cash price =
Results on 5/1/2011:

$5.00

+$1.32

Establish Futures Position
Sell 1 May 2011 Corn
Futures Contract = $4.48

Offset Futures Position
Buy 1 May 2011 Corn
Futures Contract = $5.25

Loss on futures = -$0.77

-$0.80 = $3.68 - $4.48
11/1/2010 basis for
May 2011 Corn
Contract

-$0.25 = $3.50 - $3.75
5/1/2011 basis for
May 2011 Corn
Contract

+$0.55 gain on basis

Netl Refurn to Storage using
Basis Change
fem  [yBu ]

Basis change

Total carrying charge

Brokerage commission

Net return to storage




Sell The Carry

Soybean seasonal index for Central Kansas
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SPREAD: The carry in the November-to-January futures spread indicates a
neutral commercial outlook.
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Avg. Basis = -$0.60 per bu.

Basis ($/bu. cash-futures)
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32 Compute Expected Net
Sale Price

BRI Compute Carrying Charge

Per Month For 8 Months

Opportunity Cost 4%/12=0.0033% x $9.42 =$0.031 0.031 x 8 = $0.25
+ On Farm Storage Cost $0.01 $0.01 x 8 = $0.08

= Total Carrying Cost $0.33
(11/1 to 7/1)

dem ______________________[sbu__________

July 2011 Soybean Futures Price Today $10.45
- Expected Hanover Basis at Delivery on 7/1/2011 - $ 060
- Brokerage Commission - %001
= Expected Net Sale Price on 7/1/2011 = $984




“alculate Expected Net
Irn to Storage of Corn

Sell The Carry?

Expected Net Sale Price on 7/1/2011
- Cash Price on11/1/2010
- Total Carrying Charge (11/1 to 7/1)
Expected Net Return to Storage

Summary

Quick methoc
= Delivery mor

THANKYOU!
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